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Farm Act '96:
Managing Farm
Resources in a New

Policy Environment
The 1996 Farm Act quickly and dramatically changed
the decision-making environment for farm operators,
landowners, and managers. The predictability of the F3
Act’s production flexibility contract payments (PFCP’s) and it
almost complete elimination of planting restrictions challenge
many farm operators and managers to rethink the way they
manage their resources.

Uncertainty about the impact of such a major change in poli
fostered interest in obtaining early indications of its effects
on farm management decisions. A study funded by USDA's
Economic Research Service brought together farm operator
managers on eight panels in several regions to discuss char
they had made or might make in farm management decision
following implementation of the 1996 Farm Act.

The swiftness of the program changes was of great significa
to owner-operators, tenants, and landlords. Panelists indicat
the new legislation’s increased planting flexibility was not full
incorporated into 1996 farming decisions because of the late
development of the farm bill. In many regions of the country,
preliminary cropping plans, production financing, and even

some plantings for the 1996 crop year were necessarily mag
before the farm bill was signed into law on April 4, 1996.

At the same time, the outlook for agriculture going into the 1996
crop year was very positive, making farm producers less reliant
on traditional Federal farm programs. World farm commodity
inventories were low, demand was strong, and prices were at
decade-high levels for wheat, corn and other feed grains, and
soybeans. The farm sector was more than a decade removed
from the farm financial crisis of the 1980’s and was in good
financial health.

Yet in the limited number of decisions producers were called
upon to make after the new farm act provisions were announced,
producers did, in fact, respond to the new planting flexibility
provisions which released them from base acreage requirements
for specific crops. They also took advantage of the removal of
annual acreage limitations, permitting additional acreage to be
planted in the 1996 crop year.

As the year unfolded, sharp price falls revised farm decision
makers’ expectations for the year’s profits. With a generally less
optimistic outlook for 1997, farm managers and operators began
to consider the implications of the 1996 Farm Act more closely,
with increasing concern about commodity price volatility and

the need for appropriate marketing and risk management
strategies.

Overall, the panel discussions highlighted several effects of the
new farm act that conductors of the study believe have particular
relevance for the future of farm management decision making in
the U.S.

e The new farm act’s production flexibility contract payments
and the elimination of most planting restrictions are popular
with landowners, operators, and farm managers;

¢ the PFCP’s are being capitalized into land values and are

\rm reflected in land rental rates; and

)

»® farm managers and operators have an increased interest in
strategies for marketing and for managing price risk.

Planting Flexibility
s Shaping Decisions

As expected, survey responses and discussions with panelists

. gpgfirmed that farm owners, operators, and managers are favor-
gggle toward three particular features of the 1996 Farm Act: the
s predictability of program payments (PFCP’s), which are no
longer tied to farm prices; the unambiguous qualifications for
PFCP’s; and especially, the elimination of most planting restric-
mt:ions. More than half of all panelists (58 percent) identified

L &limination of planting restrictions” as a factor in their 1997

[ ‘management decisions, and nearly half (45 percent) expected

Y the same provisions to affect their decisions in 2000-02.

Panelists’ own estimates of how they are adjusting crop mixes
esuggest that aggregated average data do not reflect the full
potential benefits to individual farming operations associated




Agricultural Outlook/August 1997

Economic Research Service/USDA 19

Special Article

About the Study

To examine dianges in the margement
of the ndion’s fam resouces esulting
from the 1996 &m Act, USDA’'s
Economic Reseah Sewice funded a
study in eaty 1997,conducted with the
suppot of the Farm Founddion, the
University of California Agricultural
Issues Centeand theAmerican Society
of Famm Manaers and Rual Appraises
(ASFMRA). The stug focused on
“whole fam” decisionsas distinct fom
specifc commodity decisiongxamin
ing potential diects of the 19964dm
Act on the mangement of &m
resouces.

The stug’s gproact was to conduct
eight discussion panels Ided in sger-
al regions. Six panels ere composed
of professional &rm mangers and tvo
of farm opegtors. Ranel membey

were identifed in consultdon with
ASFMRA stde chapter leades and with
land-gant unversity faculty and eten
sion staf membes who had gpettise in the stug of fam
manaement decisiong\reas vere selected were farm pro-
grams vere historcally important to local economiesaRels
were formed in Noth Dalota, Kansas;Texas, lllinois, Ohio,
Geogia, Mississippi,and Calibmia.

Panels of Farm Managers and Operators Represented Eight Areas

The planneddcus of the panel discussionasvpimairily
on dhangs in the &m mangement decision efironment,
the mix of cops poduced responses tasks, landavner
and opeator lease aangementsuse of maketing infor-
mation, and emplgment and economic aetiies in wral
comirunities.

with planting fexibility. For example lllinois panelists’expecta
tions of the popottion of land thg will devote to con and sg-
beans wre 45 and 43 peent on serage for both 1997 and
2000-02—the same asrf1996. Havever, seven of the eight
lllinois panelists rpected thathey would devote a diferent per
centaye of land to car in 1997 than thehad in 1996—tlee
anticipaed planting less anafir anticipsed planting mae.
Thus,aggregate staistics my obscue yearto-year hranges a
the indvidual farm level tha balance out aoss all &ms.

Panelists vere alet to potential oppdunities br growing non
traditional cops,those thathave not often beenrgwn on lage
acreges in the pasfThese &m mangers and opeators indicd-
ed the will shift land quikly to optimiz their copping mies.
They also ppear willing to consider pducing cops tha have
paticular dharmcteistics, like waxy and high-pstein con, and
tofu sgybeansalthough the mfitability of sud crops will be
watched d¢osely. Whether the mfitability of new crops will
attract #en modest aeages avay from major pogram cops
like con, whed, soybeanscotton,and ice remains an open
guestion.

PFCP’s & LandValues

The demanddr famland has xpanded ecenty in several aras
of the county. Panel discussions in Nitr Dalota, lllinois, Ohio,
Geopia, and Mississippi in paicular noted inaeases in land
prices and castents.The land macet in mary areas had aérad/
been adjusting to higher commoditygas and to the optimism
over futule commodity gports when the ne fam bill became
law. The pedictaility of PFCP5 became an ddional, impor-
tant impetusdr increased demanaif land

The high dgree of cefainty dtached to the PFCB’males their
valugion fundamentayl different from the \aludion of the pice
deficiengy payments of the 1990&fm Act. The amount and tim
ing of income fom PFCPS has been set thugh 2002. In con
trast,the anticipted \alue of deitiency payments under the
1990 act vas conditioned yocommodity pice expectdions—
high pices would lead to lav (or no) deitiengy payments,while
low prices would precipitae high deitiency payments. Rm
manaers and opetors could not be cein wha their faim pro-
gram income wuld be &the end of the cuent year let alone in
future yeas.
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As land pices ise elaive to other input pces,economic ea
soning sugests thaland use will become merintensie,
emplgying more nonland inputs per acrSome panelists indita
ed, however, tha nonland input pces ae also inceasing which
could lkeep the etio of land pices to other input jres firly
constant and mate the effect of ising land pices and ental
rates on &rm mangement decision making

The efect of the 1996 &m Act on land makets mg also be
influencing hav landavners and entes neotiate leases.
Changs in unddying economic conditions do not moally
warrant damdic yearto-year tianges in lease tems,but the
potential br caitalization of PFCPS into atmland ents ma
affect the dgree of adjustmentwners and entes ae prepared
to considerPanelists in mosteagions a&nowledged tensions
between landlods and tenants and s®rrs reviews of traditional
leasing arangments.

In some case$andovners gpear to benéfalmost eclusively
from nev rental conditionswhich can intude, depending on the
type of leasghigher cashants,higher landlod crop shaes,
and/or less landldrshaing of production &penses. In other
areas,farm opeastors have been successful in seeking some p
tection flom commodity pice wlatility by gaining higher leels
of landlod risk shaing. Additionally, panelists amowledged
tha the conditions of leasesgutiated for the 1997 @p year
were influenced lg whether thg were signed in edy or lae
1996,since cop plice expectdions dopped damdically a mid-
year chandng the epected pofits of landlods and entes.

Contirued adjustments rgébe moe poblemaic for crop-shae
leases thanof cash leasesaRelists gneally peiceived tha the
intention of the 1996 &m Act was tha PFCP$ dtached to land
leased on @ap shaes be diided betveen landener and tenant,
in the same m@potions as the ap shae called br in the lease
Thus,for landavners to eceve moe of the alue of the PFCR’
attadhed to their landthey must negotiate adjustments in op-
shae leasesThe simplest method is tdhvange the cop shae
allotted to the landener An altemnative is to ©lang the shang
of input costssud as the cost ofttilizer.

Panelists indicted tha some landaners ae simpy discontiru-
ing the enting of their &mland in oder to“capture” the full
value of PFCH. Instead ofenting their landthese landaners
are tumning to custom seices to opeate their airms. They pay
opemtors (sometimes the same gen who had peviously been
a shae tenant) to peoim needediéld work, and pg input sup
pliers to male the @propriate gplications of etrtilizers and
pesticides.

According to panelistspot all landevners ae changng rental
rates or cop-shae leases toeflect the alue of PFCR atached
to their land Some mg be unavare of the aditional value the
PFCPS biing to their land Othes ma have pesonal or long-
term relationships with tenants thavould male sud lease
changes ingpropriate. Still othes mg find tha a lak of com
petition for land in local ental makets pedudes their eneyoti-
ating more adiantajeous leases.

Farm Act May Lead to . ..

Pronounced Chang e in Some Areas of Mana gement . ..

Management Panelists expecting
changes pronounced changes
Percent
More attention to marketing
and risk management 31
Greater adjustment of acreage
among crops 25
Use of new technologies 16
Higher land values and rents 13
Changes in production practices 5
More competition among renters 3

Farm manager and farm operator responses to the question: "What three
changes in the management of farm resources on the acreage you manage
do you expect to be the most pronounced in the next 5 years?"

... and Lasting Chang e in the Operating En vironment

Changes in economic Panelists expecting

environment changes to endure
Percent
Increased risk 31
Program changes 23
Increased importance of marketing 22
Higher land values and rents 10
Lower commodity prices 7

Farm manager and farm operator responses to the question: "What three
changes in the economic and financial setting for farming are most likely to
endure until 2000-2002?"

Whether landeners rengotiate leases or otherwise gkdan
tage of inceases in thealue of their landthe initidgion of
PFCPS has inceased the ealth of those Wwo ovn land
Panelists indiceed tha PFCPS$ ae being usedyblandavners for
widely divergent puposes.

Recipientsuse of PFCR does notpear to be guidedyta
belief tha transker payments will disppear in 2003 or tha
PFCP5 should bébanked” for use in gais of deressed
commodity pices. Somedm manger panelists indidad
they encouage their tients (avners) to use PFCB’to male
productiity-improving investmentssud as land leeling and
installing irigation and dainage systems. Other panelishew-
ever, indicated tha some ecipients of PFCB’ae using the
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proceeds to puhase aditional land or ggressvely bid for
additional rental aceage.

Marketing & Risk Management
In Sharper Focus

The 1996 Bm Act program danges hae afected &rm man
agement bgond simpy broadening options shcas which crop
mix to adopt. Bnelists ecaynized the inceased impdance of
marketing and its elaionship to pice fisks. Forty-one panelists
identified “increasing isks” as one of thémajor changes tha
have occured in the economic anth&ncial settingdr faming”
on the surey administeed for this stug. Panel discussions indi
caed a widesmrad belief thiathe 1996 Bim Act may lead to
greder fluctuaion in commaodity pices than has ocad in
recent yas.

Panelists gpressed a high \el of intelest in everue insuance
but the amount of insance will likely depend on thexdent to
which lendes require sut coverage and the amount of subgid
offered to poduces. For example when askd if they would
favor huying ciop insuance if it were not subsidied, mary pan
elists indicéed tha unless a lendeequird them to do sahey
would not.

Because the imptance of isk mangement is cuently widely
recaynized now may be the'teachable moment’for introducing
risk mangement topics lik speculton, risk transer, and isk
avoidance todm managers and opetors. It mg also be the
“commecial oppotunity” to develop and pomote pivate-sector
risk transker instuments.

Faming inteests undestandaly desie potection fom lov and
dedining prices without esticting their oppatunity to gain indk
vidual profits from rising piices. rm manaers and opetors
expect to design mketing stetegies tha will capture high
prices,while contiruing to tale selectie ad/antaye of govem-
ment-sponsa@d cop insuance pograms wen these pvide a
high piobability of net positve pgouts.

Although the stug of farmm opestors and mangers contibutes
important insights bBout curent and pospectve efects of the
1996 Fam Act, much moee information needs to be collected
and anajzed to fully undestand its implicions. For example it
is not yet evident wha will be the economic and digtution
effects of the income stams and wealth assoctad with
PFCPSs. Similaty, questions lout the dfects of #tacing pro-
gram benéfs to land and making thematiskrable require cae-
ful analsis. AM mangement decision maks, anaysts,policy
malers, and the pulic will continue to bllow these issuess
expelience with the mvisions of the 1996 &m Act grows.
Lyle P Stertz, ERS Coopetor (540) 636-8919 andarren E.
JohnstonUniversity of Calibrnia-Davis (916) 756-0870
Irschet@rma.edu

wejohnston@ucdas.edu

Upcoming Reports—
USDA's Economic Research Service

The following reports will be issued electronically
on dates and at times (ET) indicated.

August

13 Cotton & Wool Outlook (4 pm)**
Feed Outlook (4 pm)**

Oil Crops Outlook (4 pm)**

Rice Outlook (4 pm)**

Wheat (4 pm)**

Livestock, Dairy, & Poultry (12 noon)
Agricultural Outlook*

Fruit & Tree Nuts*

U.S. Agricultural Trade Update*
APEC*

Agricultural Exports*

*Release of summary, 3 pm.
**Available electronically only.



